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Milestones in our development: 
April 2000 — June 2001 


Development and testing of the Customer Satisfaction Model. 


Refinement of the IMR program Glbson Maintenance, Repair)” 


to ensure better service to Coffee Services customers. 


April 2000: launch of the Piccolina™ coffee brewer geared to proups a less than 20 users. 


Apuil 2000: launch of the Caffe Mio™ coffee brewer, ae to BroUups of 20 to 40 users. 


May 2000: launch of the Coffee Lovers” “line of organic coffees. 


April 2001: bach of the Suprema. coffee brewer, an improved v version ~ 
of the classic Vista 3°". 


Deployment of de cafe bar concept in public places s such as supermarkets, . 


“university campuses and hospitals. 


‘Apal 2000: $100-million financing secured from Royal Bank of Canada and Scotia Bank. 
June 2000: $3.7 million private equity investment by Fonds a’ investissement Sone oS : 
September 2000: renewal of the Company’ s normal course issuer Vid 

October 2000: annual dividend rate increases from $0. 161 to 50. 18 per 1 share. 

December 2000: §2 million private equity investment by fonds REA Dynamique. 


April 2000: acquisition of a majority interest in Filerfresh franchises i in Louisville, 
Kentucky and Columbus, Ohio. 


April 2000: rollout of the new North American Coffee Services structure. 
September 2000: acquisition of Heritage Coffee (Vancouver) Ltd. 


October 2000: acquisition of coffee service businesses in Kamloops (B.C.), 
Cranbrook (B.C.) and Saskatoon (SK). 


December 2000: acquisition of a gourmet coffee roasting plant in Henderson, Kentucky. 


February 2001: acquisition of USREFRESH, a coffee service enterprise with expected 
annual sales of $50 million generated by 26 branches — 16 in the US and 10 in Canada. 
This acquisition transforms Van Houtte into a leading coffee service business in 
the United States. i 


February 2001: acquisition of the Philadelphia and Delaware Valley Filterfresh franchises. 


June 2001: acquisition of the Filterfresh franchise, The Alexandria Group, 
which operates coffee services in Atlantic City (NJ), Richmond (VA), 
and Margate (FL). 


(All figures in this Annual Report are stated in Canadian dollars, except when indicated otherwise. ) 
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Targeting earnings 
rowth of 204 per year 


Van Houtte has a long history of rapid 
growth, but more importantly, 

we set ourselves apart by ensuring 
that this growth 1s profitable. And 
indeed, we have been successful 

in this regard, as evidenced 

by the 18.4% average annual 
increase in earnings per share 
recorded from 1994 to 1999. 


In 1999, we announced that this pace of growth 
would slacken for two years, giving us the time 
to equip ourselves with the development tools 
adapted to the realities of an emerging market and 
to reshape the platform that would support our 


next accelerated — and profitable — growth phase. 


These two years of anticipated slower growth, 
nonetheless, yielded increases of 11% and 14% in 
fully-diluted earnings per share. Many companies 
would be very pleased with such a performance 
and it, in fact, exceeded our targets for this 


transition phase. However, Van Houtte plans to 
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increase earnings per share by at least 20% a year in 
the coming years. This growth will be fuelled by a 
near-equal combination of organic growth and 


acquisitions. 


A ripe environment and 
a competitive edge 


Although ambitious, our goal will be achieved 


using a sound strategy based on the following facts. 


First, the coffee consumer is gradually giving way 
to the coffee enthusiast. Gourmet coffee is gaining 
a stronger foothold in the coffee market. Wherever 
they are—at home, at work or at leisure—an 
increasing number of consumers willingly pay a 
premium price for a fine-tasting cup of coffee. 
What this means is that the gourmet coffee market 


is growing. 


Second, Van Houtte possesses a unique combi- 

nation of strategic assets to reach, attract and win 

the loyalty of serious coffee drinkers, namely: 

1 expertise in the selection and roasting 
of fine coffees rooted in an 80-year old 
European tradition; — 

2° cutting-edge technology in the field of — 
single-cup brewing equipment, 

3° a leading position in the Canadian coffee _ 
service market; 

4° innovative and proven retail marketing 


concepts for fine coffees; 


5° a brand that is recognized and respected 


in our core markets; and 


6° a wide selection of gourmet coffee. 


ae ; 
The cornerstone of Van Houtte’s strategy is our 
ability to offer quality coffee to the most discri- 
minating of consumers, cup after cup, wherever 


they may be. 


The Canadian challenge: 


Increasing our market share 


We enjoy a large share of the Canadian gourmet 
coffee market for coffee consumed at home, and an 
even greater share for coffee consumed at work. 


There is still room for growth. 


Market share growth will be achieved by 
converting ordinary coffee drinkers into gourmet 
coffee aficionados. As the scope of this consumer 
category expands, our market share subsequently 
increases. We will leverage the potential of our 


brands, our strong presence in the retail market 


and our single-cup brewing technology. Our com- 


mitment to leading-edge technological solutions 


will ensure our ability to deliver the level of quality 
and variety consumers expect from us. Ultimately, 
this strategy will require improved marketing co- 


ordination across our distribution channels. 


U.S. expansion: A market — 
in need of consolidation 


Most of Van Houtte’s growth in the next few years 
will be driven by our U.S. operations. Even though 
we have expanded our presence in the U.S., our 
market share remains marginal. However, given 
the nature of this market and our unique attributes, 
we are especially well-positioned to increase our 


market share. 


Jean-Yves Monette | Paul-André Guillotte 


In some ways the U.S. market today resembles the 
Canadian market fifteen years ago. For example, 
the coffee services segment is still fragmented, 
served primarily by small and medium-sized 
businesses with limited capacities in terms of 
innovation, marketing and quality control. Having 
successfully established a national coffee services 
network in Canada, we are now poised to duplicate 
that success in the U.S. Our national network, 
combined with the still weak penetration of single- 
cup brewing equipment, which was responsible for 
our Canadian success, will help us penetrate the 


U.S. market. 


As such, our growth objective for the U.S. exceeds 
20% per year. We will achieve this target through 


organic growth and by seizing upon strategic 
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Gérard Geoffrion | Christian Pouliot 


acquisition opportunities that will focus on, but not 
be limited to, the office coffee segment. It will 
respect Van Houtte’s acquisition criteria developed 
over the course of some 100 acquisitions made in 
the last decade: that is, companies joining the 
Van Houtte family must be well-managed, create 
synergies in our network and meet our profitability 


requirements. 
Tools for success 


In short, we have the necessary attributes to 
capitalize on the opportunities offered by the 
North American market and in the past two years, 
we have acquired the tools to effectively execute 
our plan. They are: 

1 a structure suited to our market; 

2° a unified brand image; 

3° qualified personnel; and 


4° adequate financial resources. 


A more efficient structure 
adapted to our goals 


Built through numerous, small and medium- 
sized acquisitions, Van Houtte had a highly- 
decentralized structure resembling that of a 
holding company. While some functions should 
indeed be decentralized, particularly those 
affecting operations and customer service, others 
would benefit from being centralized, especially in 
light of the possibilities offered by information 
technology. We, therefore, restructured our organi- 
zation. The new structure not only enhances 
efficiency by eliminating overlapping admi- 
nistrative functions, but will also stimulate 
organic growth by promoting cooperation between 


the Company’s various marketing teams, in coffee 


services, retail and at the VKI subsidiary. Also, as 
part of this new structure, we formed a team 
dedicated exclusively to identifying, negotiating 


and executing acquisitions. 
A strong unified brand image 


As a result of numerous acquisitions, Van Houtte 
had a fragmented identity. We became known to 
our customers under such names as Selena Coffee, 
Filterfresh and Red Carpet Food Systems etc. 
Maintained for a long time so as to capitalize on 
the strength of these labels in their respective 
markets, these identities had limited regional scope 
and were associated with service rather than with 
gourmet coffee. As such, they prevented us from 
leveraging the potential of a single, strong and 
unified brand image associated with a premium- 
quality coffee on a North American scale. We, 
therefore, decided to gradually gather all our 
operations under the “Van Houtte” brand. This 
change will take place over the course of a few 
years as part of a program to be launched in 


September 2001. 
Sufficient resources 


Van Houtte boasts a remarkably competent and 
dedicated management team and workforce. 
Under the reorganization, we have further 


expanded our team by recruiting new members. 


As for our financial resources, Van Houtte’s 
substantial cash flow, combined with sufficient 
credit facilities, will allow us to finance our 
investment and acquisition programs in the U.S. 
over the next 12 to 18 months. In the medium 
term, our strong balance sheet will give us access to 


the capital needed for expansion. 


Van Houtte boasts 


a remarkably competent 


and dedicated management 


team and workforce. 
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A great cup of coffee begins with the right beans, 
then the skills of the best craftsmen at all stages of 
processing, from roasting to brewing. To ensure 
that our name remains synonymous with an 
excellent cup of coffee, Van Houtte gets involved 
every step of the way and insists that employees 
respect all aspects of this flavour-creation process. 
To this end, Van Houtte has allocated 2% of its 
payroll to training in 2001. 


The best beans 


Every cup of Van Houtte coffee starts with 
superior quality beans sourced from companies and 
co-ops with which we have long-standing business 
relationships. They know and respect our strict, 
uncompromising criteria of quality, handling and 
storage. Consumers can count on consistent 
product year after year not only because we pay our 
suppliers a premium for quality, but because our 


standards are unwavering. 


The art of roasting 


The quality of Van Houtte’s coffee is the result of 
a roasting tradition that dates back many years. 
Van Houtte maintains its roasting traditions in 
four plants: two in Montreal, one in Vancouver and 
another in Henderson, Kentucky (see box). These 
last two plants were acquired and integrated this 


past year. 


Our Research and Development programs allow 
us to continually refine our roasting processes with 
a view to perfecting the end product as well as 


enhancing the efficiency of our processes. In 2001, 


the R&D team focused on brewing technologies in 


A taste of 
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m your cup 


their quest for a rich-tasting coffee where it counts 
the most - in your cup. These technologies were 
then shared with Van Houtte’s Coffee Services 
network and institutional foodservices division, so 
they could, in turn, fine-tune the brewing 
equipment. The end result is a cup of coffee worthy 


of the Van Houtte name. 


New Henderson plant 


In December 2000, Van Houtte 
acquired a gourmet coffee 
roasting plant located in 
Henderson, Kentucky, from 
Procter € Gamble. This plant 


boasts many advantages. 


Perfect tool for U.S. expansion 


It has an annual output capacity of some ten million pounds 
of coffee and is strategically located mid-way between 
Chicago and New Orleans to serve Van Houttes growing 
market in Eastern and Central U.S. As well, this facility is 
compatible with the equipment in our flagship Montreal 
plant. The Company also retained management staff 

and highly-skilled employees who are now thoroughly 
familiar with the coffee blends, processes and quality 
standards that have made Van Houtte successful. 


REVIEW OF OPERATIONS 


Distribution: Network synergy 


Van Houtte delivers gourmet coffees to consumers 
by way of three distribution channels: coffee 
services; retail; and café-bistros and café-bars. 
Coffee enthusiasts can enjoy their favourite drink 


at home, at work or at leisure. 


These three networks are at different stages of 
development. Currently, café-bistros are concen- 
trated mainly in Quebec, while café-bars are in the 
early stages of growth. Van Houtte roasted coffees 
are available in supermarkets throughout Canada 
and in some U.S. regions. With branches in almost 


every region in North America, the Coffee 


The proliferation of cafés and 


bistros across North America has 


allowed consumers to discover the 


wide variety of gourmet coffee 


flavours and aromas. Once they 


ce a taste for fine coffee, they 


do not usually revert to mass 
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market brands. 


Services network is the most developed. In all, the 
Company estimates its potential customer base at 
approximately 200 million people or 66% of the 
North American adult population. 


Van Houtte must develop each of these distri- 
bution channels and ensure that the brand 
recognition and loyalty created in one channel is 
leveraged in the others. This strategy involves 
harmonizing efforts to promote the Van Houtte 
brand and maximizing the potential of cross- 


marketing among the channels. 


The Van Houtte Coffee Services network 


Key year-end statistics 
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Angela, fashion designer and her accountant plan for next year while Siping a cup of coffee. 
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North America’s leading 


Coffee Services network 


Each day, some two million consumers are 
enjoying coffee distributed by the three companies 
that make-up Van Houtte’s North American 


Coffee Services network. 


Van Houtte’s Coffee Services network, which 
operates in the United States through our 
Filterfresh Corporation subsidiary, uses single-cup 
brewing technology developed and perfected by 
another of the Company’s subsidiaries, VKI 
Technologies. This technology allows coffee lovers 
to enjoy a freshly-brewed cup of coffee not only at 
work, but also in other public locations, such as 


hospitals, universities, hotels and supermarkets. 


In addition to this competitive edge, Van Houtte 
sets itself apart by the superior quality of its coffee. 
However, while great tasting coffee at work appeals 
to and wins the loyalty of consumers, Van Houtte 
understands the importance of offering impeccable 
service to the decision-makers selecting their 


company’s coffee service suppliers. 
Ensuring customer satisfaction 


Further improving customer and consumer 
satisfaction was a priority in fiscal 2001. Although 
product and service quality are a given at Van 
Houtte, this year the Company took additional 
steps to ensure that product and service quality 
always meet its high standards across the entire 


network. 


VKI obtains ISO 9001 certification: 


During fiscal 2001, VKI Technologies, 
the Van Houtte subsidiary 
specializing in the design, 

development and manufacture 

of coffee brewing equipment, 
obtained ISO 9001 certification 
not only for its production activities 


but also for product design. 


harnessing the creative process 


This certification acknowledges the value of VKI’s processes which comply with 
strict ISO standards from the design stage to after-sales service, manufacturing 
and installation. It especially recognizes the ingenuity of VKI’s product design, 


development and quality control. 


Indeed, although they call upon the imagination of engineers, designers and 
skilled technicians, all of VKI's R&D activities are subject to a systematically- 
structured process that always begins with the needs and expectations of 
consumers and users. And the ultimate goal is always the same: an even 


better cup of coffee with a coffee maker that is easy to use. 


REVIEW OF OPERATIONS 
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As a result, four years ago, Van Houtte set up a 
training centre to make certain that all sales staff, 
branch managers and management receive appro- 
priate training on coffee services products and 
services and information on the Company’s sales 
strategy which focuses on building added-value for 


the customer. 


The centre’s role will gradually expand as more 
programs are added. This year it introduced the 
IMR program (for Installation, Maintenance, 
Repair), developed by VKI and geared to service 


staff (see below). 


In 2001, Van Houtte also developed a customer 
satisfaction model and created the position of 
Manager, Customer Satisfaction. Successfully 
tested in Laval and Montreal, the model will be 
rapidly rolled out across the network. This model 
is based on accountability; in other words; 
managers are responsible for ensuring the 
satisfaction of 400 to 1,000 customers, depending 
on their coffee consumption. Already, 59 indi- 
viduals have been appointed to this new position, 
including 35 new recruits. Beginning this year, all 
new Customer Satisfaction Managers, and branch 
managers will have to complete an online training 
program specifically designed for this position by 


the training centre. 


A new structure 
for a growing network 


Van Houtte expanded its North American Coftee 
Services network in 2001 by acquiring four 
new companies. The largest acquisition was 
USREFRESH, an operator of 26 coffee service 
branches in North America, including 16 in the 
U.S. This acquisition alone will increase the Coffee 
Services group’s annual sales by $50 million. As a 
result, systemwide sales of Van Houtte’s U.S. 
network will reach the US$100 million threshold. 
The USREFRESH acquisition also extended 
the geographic reach of the Company’s North 


American network. 


Van Houtte acquired the control of four Filterfresh 
franchises which were at a stage of development 
that made their integration into the Company's 


corporate network mutually beneficial. 


In the past two years, the North American Coffee 
Services group was restructured to eliminate costly 
and unnecessary duplication making the segment’s 


initiatives more cohesive. 


Catherine finds a varied selection of Van Houtte coffees at the super 
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A blend of leading-edge 
technology and tradition 


Single-cup brewing technology is one of Van 
Houtte’s key competitive advantages in the coffee 
services segment. Our subsidiary, VKI Techno- 
logies, designs, manufactures and distributes the 
brewing systems that are essential to the success of 
Van Houtte’s North American Coffee Services 
network. While most of VKI’s sales are to Van 
Houtte’s Coffee Services network of corporate and 
franchised branches, it also sells components and 


equipment to Europe, Japan and the Middle East. 


VKI continues to perfect brewing equipment by 
making it easier to use. As well, it has broadened 
the selection of coffees and beverages that consu- 


mers can prepare one cup at a time. 


In early 2001, VKI launched Piccolina™ and Caffe 
Mio™, two new coffee makers geared to groups of 
up to 40 users. Given this market’s enormous 
potential, VKI soon launched improved versions of 
these brewers: Piccolina™ 2001 and Caffé Mio™ 
2001, as well as the Suprema model which is based 
on the traditional Vista 3™. While still offering a 
variety of coffees and beverages, these new models 
are easier to maintain and use. Improvements were 
made possible by an innovative process designed by 
VKI that responded to user and consumer needs 


(see box, p. 11). 


Indeed, this process supports the VOG project, 
which involves designing a next-generation coffee 


maker based on rigorous market analysis. 


As well, VKI has perfected its IMR program 
(Installation, Maintenance, Repair) geared to 
Coffee Services group employees. Now available 
online, this program is a key element of the service 
quality offered throughout Van Houtte’s Coffee 


Services network. 


Broadening our leadership 
in the retail market 


Across Canada, coffee drinkers can find Van Houtte’s 
fine roasted coffees sold under the Van Houtte 
label or one of its many trademarks. With some 
3,000 points of sale extending from coast to coast, 
Van Houtte is a leader in the Canadian retail market 


for packaged or bulk gourmet coffee. 


The key to this success is not only due to the quality 
of Van Houtte’s products, but also the Company’s 
proven marketing methods. Van Houtte’s marke- 
ting strategy is effective because it appeals to consu- 


mers and is subsequently profitable for retailers. 
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Van Houtte now offers retailers combined 
programs that include the supply of fine coffees for 
sale at the retail level and coffee sold by the cup 
and served to consumers in various formulas 
adapted to space availability and traffic. They are: 
a single-cup brewing machine, a coffee counter 
complete with ambiance or a café-bar with service 
offering a full range of coffees, beverages and a 
light menu. These concepts were launched at a 
limited number of locations at the end of fiscal 
2001 and will be available to retailers beginning in 
fiscal 2002. 


This combined offering is a typical example of the 
g E 

potential of cross-marketing the Company’s 

products in more than one distribution channel. 


An excellent opportunity for Van Houtte to 


aie showcase its products is through its growing 
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number of café-bars. 
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In 2000, Van Houtte launched a 

line of organic coffees under the 
Coffee Lovers™, label. It was 
certified organic by the Organic Crop 
Improvement Association (OCIA), an 
international certification agency that 
establishes and promotes rules for 
cultivating organic products. 
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Café-bistro situated in Bromont, Quebec. 


Redeployment of Café-Bistros 


Café-bars will be the focus of the redeployment 
of Van Houtte café-bistros and café-bars in North 
America. At fiscal year-end, there were 62 Van 
Houtte café-bistros (61 franchised and one 
corporate) in addition to 27 café-bars operated 
under licence in public places such as university 
campuses, hospitals and supermarkets. Of these 
62 café-bistros, 28 have been refurbished, with the 
remainder slated for renovation over the next 


two years. 


Some coffees in this line are also certified 
by “Transfair Canada.” 


For each Coffee Lovers™, 

product sold, Van Houtte makes 

a donation to Coftee Kids™, an 
international organization dedicated 

to improving the quality of life for families 
in coffee-producing countries. 
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Van Houtte Inc. (“Van Houtte” or the 
“Company”) makes coffee, a commodity 
subject to price volatility. As such, sales 
are a less than perfect indicator of the 
Company’s growth, which should also be 
assessed using other indicators that 
management consider significant, 
namely, the number of pounds of 

coffee sold, and the number of 


brewing machines installed. 
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Management s 
discussion 


and analysis of operating results and financial position 


For the tenth consecutive year, Van Houtte 
recorded an increase in net earnings. 

This year was another banner year, 

with net earnings amounting to 

$21.8 million at March 31, 2001, 

up 14.9% over the $19.0 million 

recorded a year earlier. Earnings per 
share rose to $1.01 ($1.00 fully diluted) 
against $0.88 the previous year 

(basic and fully diluted). 


OPERATING RESULTS 
Sales up 11.5% 


Van Houtte recorded consolidated sales of $279.2 mil- 
lion for fiscal 2001, an 11.5% increase over the 


previous year. 


Manufacturing and marketing operations include 
coffee roasting, its marketing in retail and restau- 
rant networks, the production of single-cup 
brewing machines, and franchising of café-bistros 
and café-bars. These operations generated sales of 


$129.0 million, up 16.8% from the previous year. 


The Coffee Services network 
recorded sales of $191.9 million, 


pect 
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an increase of 12.7% over 


the previous year. 


This increase is attributable to an 18% growth in 
the Coffee Group’s shipments, which stems from 
two main factors: first, as a proportion of total 
sales, the amount of Van Houtte-roasted coffee 
sold by Coffee Services increased, which inter- 
nalized sales that previously involved external 
roasters; and second, sales to the retail sector rose. 
Single-cup brewing equipment also contributed to 


the sales increase in this segment. 


Van Houtte’s single-cup equipment base posted 
strong growth, with single-cup brewing machines 


topping 35,600, or 13% more than a year earlier. 


The Coffee Services network recorded sales of 
$191.9 million, an increase of 12.7% over the 
previous year. Much of this growth stemmed from 
the U.S. market, which expanded 38.7%. Van 
Houtte’s U.S. operations were bolstered by 
numerous acquisitions in fiscal 2000 and 2001 that 


covered almost every region of the country. 


Coffee Services sales in Canada, where Van 
Houtte’s estimated market share exceeds 50%, 


advanced 4.5%. 


The Company generated 75.3% of its sales in 
Canada, compared with 79.4% the previous year. 
USS. sales accounted for 23.6%, against 19.6% in 
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2000. This relative increase in U.S. sales as a 
proportion of total sales is the logical outcome of 
the Company’s growth strategy, which seeks to 
penetrate the U.S. market aggressively through 
acquisitions and organic growth. Indeed, based on 
the Company's U.S. acquisitions in 2001, the U.S. 


market will continue to expand in the coming years. 
Net earnings up 14.9% 


Earnings before interest, taxes, depreciation and 
amortization (EBITDA) stood at $63.3 million, a 
13.3% increase over 2000. Van Houtte achieved 
this improved profitability despite non-recurring 
expenses related to setting up the infrastructure 
required to implement the strategic plan presented 
to shareholders in September 1999 at the Com- 
pany’s annual meeting. These expenses totalled 
some $3.5 million for fiscal 2000 and 2001, with 


$2 million incurred this past year. 


EBITDA attributable to Manufacturing and 
Marketing stood at $27.4 million, up 14.0% over 


last year. 


EBITDA attributable to Coffee Services opera- 
tions advanced 12.9%, fuelled mostly by the strong 


growth in the U.S. market. 


Up 16.7% to $24.1 million, depreciation for the 
year (excluding amortization of goodwill) reflects 
the Company’s increased equipment inventory as a 
result of organic growth and acquisitions. The dep- 
reciation pertains primarily to coffee brewers used 


by the Coffee Services network. 


Because it is financing part of its expansion through 
debt, Van Houtte saw its financial expenses rise 


from $2.3 million to $3.4 million. 


Income taxes stood at $11.1 million, compared 
with $11.6 million a year earlier. The effective tax 
rate thus decreased from 37.7% to 33.4%. This 
mostly permanent decrease is attributable to the 
following three factors: 
1° a general decrease in combined statutory 
tax rates; 
2° a greater portion of earnings are attributable 
to manufacturing operations, which are taxed 
at a lower rate; 
3° a fiscal re-engineering of the Company that 
was part of the Company’s administrative 


restructuring. 


Earnings before amortization of goodwill stood at 
$24.3 million, or $1.13 per share, compared with 
$21.2 million and $0.98 per share a year 
earlier. Amortization of goodwill amounted to 
$2.5 million, against $2.3 million in 2000. 


The Company recorded net earnings of $21.8 mil- 
lion for the fiscal year ended March 31, 2001, an 
increase of 14.9% over the previous year. Net 
earnings per share stood at $1.01 ($1.00 fully 
diluted), compared with $0.88 ($0.88 fully diluted) 
in 2000. 


Return on average shareholders’ equity stood at 
10.8%. 


Unaudited quarterly financial results 
(in thousands of dollars, except for amounts per share) 


16 WEEKS 
ENDED: 12 WEEKS ENDED: 
07-22-00 M/E 
Sales RR tM 60,779 66,262 
EBITDA VASKE 13,969 15,643 
Net earnings Beriike 4,323 5,679 
per share ($) 0.26 Fetish 0.26 


CASH RESOURCES AND 
FINANCIAL POSITION 


Cash resources: cash flow 
from operations rise 12.4% 


Cash flow from operations reached $47.7 million 
in 2001, or 12.4% higher than the previous year. 
Cash flow per share from operations stood at 
$2.21, ($2.17 fully diluted), against $1.96 a year 
earlier ($1.91 fully diluted). 


Changes in non-cash working capital generated 
operating cash flow of some $4.9 million compared 
to the utilization of $1.3 million the prior year. 
This performance is owed to tight control of 


working capital, particularly accounts receivable 


Number of corporate 


96 


single-cup units 
(units in thousands) 


35.6 


7 «698 69900 


(UNITED STATES 
CANADA 


The Company recorded net earnings of 
$21.8 million for the fiscal year ended 


March 31, 2001, an increase 
of 14.9% over the previous year. 


16 WEEKS 
ENDED: 


24-07°99 


12 WEEKS ENDED: 


03-31-01 01-08-00 04-01-00 


71,177 i | 55,730 


61,463 61,020 


16,065 fe 11.970 14265 14.290 


6,084 3.803 $,002 


0.29 | 0.17 0,23 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


| 


21 


22 


a 


Cash flows 
(in millions of dollars) 


96. DF 9B 95 0001 


[_] OPERATING CASH FLOW 
GH acavisitions | 


| EXPENDITURES 
(net of disposals) 


and inventory, which advanced proportionately less 
than sales. In total, operating activities provided 
net cash resources of $52.5 million to finance the 


Company’s growth and pay dividends. 


Investments totalling 
$84.8 million 


In 2001, the Company allocated $84.8 million in 
cash to its expansion, including $49.5 for acqui- 
sitions. Primarily involving coffee services, the 
acquisitions strengthened and expanded the Com- 
pany’s North American network. The largest 
transaction involved USREFRESH, completed in 
February 2001 for US$25 million (approximately 
$39.6 million), adding 16 coffee service branches 
in the U.S., 10 in Canada and a roasting plant in 
Vancouver. Management believes that this acqui- 
sition alone will boost sales by some $50 million 
in fiscal 2002. 


During the year, Van Houtte spent $33.7 million 
on fixed assets ($32.0 million net of disposals). 


Under a share repurchase program initiated on 
September 17, 1999 and renewed on September 18, 


2000, Van Houtte purchased for cancellation 


In total, operating activities 


provided net cash resources of 
$52.5 million to finance the 
Companys growth and 


pay dividends. 
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purposes over the course of the last fiscal period 
263,700 subordinate voting shares for a conside- 


ration of $2,064,095. 


For the eleventh consecutive year since 1991, the 
Company paid dividends to its shareholders, 
which this year amounted to $3.9 million. 


In terms of financing, Van Houtte re-negotiated 
revolving credit agreements and increased its long- 
term debt facilities to finance its expansion requi- 


rements during the year. 


Financial position, requirement 


of funds and outlook 


Despite the Company's expansion and the major 
acquisitions made at the end of the year, working capi- 
tal increased slightly to $33.4 million at March 31, 
2001, against $32.2 million a year earlier. 


Long-term assets, consisting essentially of fixed 
assets and goodwill, posted strong growth, reflec- 
ting the acquisitions and major capital expenditure 


program during the year. 


Although Van Houtte’s debt increased signi- 
ficantly in 2001, the Company has a relatively low 
debt load and the financial resources to actively 
pursue its expansion. The debt/capital employed 
ratio stood at 26.9% at March 31, 2001, in com- 


parison with 17.0% a year earlier. 


Management intends to position Van Houtte as a 
North American leader in premium coffee by 


leveraging its solid Coffee Services network. 


The elements outlined in the Company’s strategic 
plan announced in September 1999 are in place or 
nearing completion in accordance with the budget 


and schedule set out in the plan. 


Van Houtte will aggressively pursue its expansion 
in 2002. The acquisitions made in fiscal 2001, 
whose full impact will be felt in the coming year, 
will drive some of this growth, which the Company 
is confident will be sustainable. Van Houtte will 
invest in the vicinity of $30 million in capital assets 
during the year and continue seeking out oppor- 


tunities for acquisitions, especially in the U.S. 


The Company’s operations generate significant 
cash flows. For 2002, depreciation should total 
$26 million. Moreover, at March 31, 2001, Van 
Houtte had unused credit facilities of $27.8 million. 
In the opinion of management, the Company has 
the necessary financial leverage to stay the course and 


implement its development plan. 
Dividend policy 


Van Houtte intends to maintain the dividend 
policy established by the Board of Directors, 
which involves determining at mid-year whether 
dividends should be paid, and if so, the payout 
amount based on the Company’s financial 
position and investment plans. A dividend of 
$0.18 per share was paid in fiscal 2001, compared 
with $0.16 a year earlier. The dividend paid in 
2001 corresponds to approximately 20% of the 


previous year’s earnings per share. 


Management intends 

to position Van Houtte 

as a North American leader 

in premium coffee by leveraging 


its solid Coffee Services network. 


RISKS AND 
UNCERTAINTIES 


Van Houtte’s main product is coffee, a commodity 
subject to high price volatility. If coffee prices go tapital’stracture 
up and the increase cannot be passed on to (in millions of dollars) 
consumers, the Company’s profit margins may be 
adversely affected. However, since Van Houtte 
specializes in gourmet coffee, a segment that 
generates higher margins than “mass consumption 
coffee,” the Company has a certain degree of 
pricing flexibility. Moreover, from its own 


experience, Van Houtte has learned that price 


sensitivity is less pronounced in the gourmet coftee 


segment because consumers are already prepared to 


pay more for a superior product. 


[TOTAL NET INDEBTEDNESS 


Coffee Services account for nearly 60% of the 


Company’s total sales and EBITDA. Because WE SHAREHOLDERS’ Equity 


these services are offered essentially to work- 
places, particularly offices, demand fluctuates 
directly with the general economic and 
employment situation. However, the Company’s 
ten-year sales history shows only a small 


correlation in this regard. 
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Management's report 


The consolidated financial statements contained in this annual report have been prepared in accordance 
with generally accepted accounting principles and the integrity and objectivity of the data in these financial 
statements are management’s responsibility. All other information in the annual report is consistent with 
the information and data contained in the financial statements. 


In support of its responsibility, management maintains a system of internal control to provide assurance 
as to the reliability of financial information and the safeguarding of assets. The Board of Directors is 
responsible for the financial statements. Its Audit Committee reviews the contents of the financial 
statements prior to their approval by the Board of Directors. 


The external auditors, KPMG, conduct an independent examination in accordance with generally accepted 
auditing standards and express their opinion on the financial statements. Their report is presented below. 


Paul-André Guillotte Gérard Geoffrion 
President and Chief Executive Officer Executive Vice-President 


May 22, 2001 


Auditors’ report to the shareholders 


We have audited the consolidated balance sheets of Van Houtte Inc. as at March 31, 2001 and April 1, 2000 
and the consolidated statements of earnings, retained earnings and cash flows for the years then ended. 
These financial statements are the responsibility of the Company’s management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards in Canada. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 


position of the Company as at March 31, 2001 and April 1, 2000 and the results of its operations and its 
cash flows for the years then ended in accordance with generally accepted accounting principles in Canada. 


KPC icf 


Chartered Accountants 


Montreal, Canada 
May 22, 2001 


Consolidated statements of earnings 


Years ended March 31, 2001 and April 1, 2000 
(In thousands of dollars, except for earnings per share data) 01 


$ 279,173 
215,883 
63,290 


24,074 
3,397 
35,819 
11,103 
24,716 
)) 


(340) | 
24,308 


See accompanying notes to consolidated financial statements. 


Consolidated statements of retained earnings 


Years ended March 31, 2001 and April 1, 2000 
(In thousands of dollars) 


See accompanying notes to consolidated financial statements. 


25 


26 


Consolidated balance sheets 


March 31, 2001 ee 1, 2000 (In thousands ee 00 


ASSETS” 


$ 5,835 
34,916 
22,428 

4,623 
75 
67,877 


6,368 rs 
131,192 [antgexy 


128,829 [Crew 
$ 334,266 [pier 


$ 32,715 Peelaeye 
Mivvem = 1,152 
690 7663 
34,449 28,189 


80,153 aaa 

4,089 

: . 1,613 eee Riss 

ee. oe oe ee - 3,098 ieee ryt) 


Shareholders’ equity: we ee 
Capital stock (Note 1 10) oe | ae 127,585 123,395 
Retained earnings oa. ee eee me 81,274 70,671 
~ Currency translation a ustment ye 1 EO aS eee | 2,005 Sy Gis) ee 
= cee 210,864 193,711 


Commitments (Note 12) 
Conting encies (Note 43) 


$ 334,266 $ 269,288 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 
Paul-André Guillotte Yvon Julien 
Director Director 


Years ended March 31, 2001 and April 1, 2000 (In thousands Acs 


CASH FLOWS FROM OPERATING ACTIVITIES: 
Net earnings 
Adjustments for: 
Depreciation of fixed assets 
Amortization of financial expenses 
Amortization of other assets ot 
Future income taxes 
Non-controlling i interest 


Equity i in net earnings ¢ of pace s subject to significa influence, 


net of dividends received 
Gain on disposal of fixed assets 


Gain on foreign exchange - 


Changes in non-cash balances related to operations (Note 14) 


CASH FLOWS FROM INVESTING ACTIVITIES: 
- Business ¢ acquisitions (Note 15) 
Additions to fixed assets 
Proceeds from disposal of fixed assets 
Acquisitions of investments 
Proceeds from disposal of an investment 
Increase in other assets 


CASH FLOWS FROM FINANCING ACTIVITIES: 
Issue of subordinate voting shares Le 
Redemption of subordinate ie ‘shares for canecllation’ 
Share issue expenses _ 

Increase in long-term debt 

Dividends 

Investment by non-controlling shareholders in a subsidiary 
Dividends paid to non-controlling shareholders 


Effect of exchange rate changes on cash 
_. denominated in foreign currency. 


(Decrease) increaseincash 


Cash, beg famine of year __ 


Cash, end of year 


See accompanying notes to consolidated financial statements. 


Consolidated statements of cash flows 


00 
$ 21,789 Peeeneyal 
22,982 [es bes«: 


176 
3,720 | 2,989. 
(995) | 

231 


68 pa 40 
(739) = (97) 
447 | (404) 
47,679 Urey, 


4,864 [eG hyyA)) 
52,543. ee eee 


(49,495) [eect 
(33,742) |aaaeeiys 
1,710 | eeeeK 
(458) § - 

- & 64 
(2,801) (1,934) 
CeWirom = (45,449) 


6,254 
(6,044) 
(180) 
36,348 
(3,882) 
29 
(193) 
32,332 


150) 


(61) 


5,896 (ae : 
$ 5,335 fy 5896 


27 


Notes to consolidated financial statements 


Years ended March 31, 2001 and April 1, 2000 (Tabular amounts are expressed in thousands of dollars) 


During the year, the Company received the authorization to modify its corporate name from A.L. Van Houtte Ltée 
to Van Houtte Inc. 


1. SIGNIFICANT ACCOUNTING POLICIES 


(a) Consolidation and long-term investments 
The consolidated financial statements include the accounts of Van Houtte Inc. and all its subsidiaries 
(the “Company”). The major subsidiaries are Red Carpet Food Systems Inc., Selena Coffee Inc., 
Filterfresh Corporation, VKI Technologies Inc., Gold Cup Coffee Company Ltd., Les Cafés Orient 
Express Ltée, and Gérard Van Houtte Inc. 


Investments in joint ventures are accounted for using the proportionate consolidation method. Joint ventures 
represent a negligible portion of the Company’s operations. Investments in companies subject to significant 
influence are accounted for by the equity method. 


(b) Inventories 
Raw materials are stated at the lower of cost, based on the first in, first out method, and replacement value. 
Finished goods and work in process are stated at the lower of average cost and net realizable value. 


Raw materials are accounted for at the purchase price set out under the terms and conditions of forward 
contracts. 


(c) Fixed assets 
Fixed assets are stated at cost, net of any investment tax credits which are accounted for when qualified 
expenditures are incurred. Interest expense and other direct costs relating to major capital projects are 
capitalized to the cost of fixed assets until the commercial production stage. 


Depreciation is calculated using the following methods and rates: 
Asset Metho 


Declining balan 


See 


Coffee service equipment and vending machines 


Otherfixed assets 
Leasehold improvements ee 


_Term of lease _ 


(d) Goodwill and other assets 
Goodwill, which represents the excess of the purchase price over the fair value of net assets of businesses 
acquired, is amortized over a period ranging from 10 to 40 years. The Company reviews the recoverability 
of goodwill on a regular basis by determining whether the unamortized value can be recovered through 
projected future undiscounted cash flows of the business acquired. Any permanent decline in the book 
value of goodwill is charged to income. 


Other assets, which include deferred charges, are amortized over a period ranging from 3 to 10 years. 


(e) Foreign currency translation 
Net assets of self-sustaining foreign operations are translated using the current rate method. Adjustments 
arising from this translation are deferred and recorded as a separate item under shareholders’ equity and 
are included in income only when a reduction in the investment in these foreign operations is realized. 
Gains or losses on foreign currency balances or transactions that are designated as hedges of a net investment 
in self-sustaining foreign operations are offset against exchange losses or gains included in the separate 
item under shareholders’ equity. 


Other foreign currency transactions entered into by the Company are translated using the temporal 
method. Translation gains and losses are included in the Statement of Earnings. 


(f) Use of estimates 
The preparation of financial statements requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as at 
the date of the financial statements as well as the revenue and expenses for the year. Actual results could 
differ from those estimates. 


(g) Derivative financial instruments 
The Company uses various derivative financial instruments to reduce its exposure to fluctuations in interest 
rates and foreign currency exchange rates. These instruments are accounted for on an accrual basis. 
Realized and unrealized gains and losses on these financial instruments are deferred and recognized in 
income in the same period and in the same financial statement category as the income or expense arising 
from the corresponding hedged positions. 


(h) Stock-based compensation plan 
The Company maintains a stock option plan as described in Note 10c. No compensation expense is 
recognized for this plan when options are issued to employees at the management level. Any consideration 
paid by these beneficiaries on exercise of stock options is credited to capital stock. 


2. CHANGE IN ACCOUNTING POLICIES 

(a) Income taxes 
In December 1997, the Accounting Standards Board issued Section 3465 of the CICA Handbook, 
Income Taxes. Under the asset and liability method of Section 3465, future tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statements 
carrying amounts of existing assets and liabilities and their respective tax bases. Future tax assets and 
liabilities are measured using enacted or substantively enacted tax rates expected to apply when the assets 
are realized or the liabilities settled. Future tax assets are recognized and if realization is not considered 
“more likely than not” a valuation allowance is provided. Under Section 3465, the effect on future tax assets 
and liabilities of a change in tax rates is recognized in income in the period that substantive enactment 
or enactment occurs. 


The Company has adopted Section 3465 retroactively without restatement of the 2000 comparative figures. 
The opening balance of retained earnings of the actual period was reduced by $251,000 on April 2, 2000. 
The application of Section 3465 did not have any effect on the earnings before income taxes for the year 


ended March 31, 2001. 


(b) Employee future benefits 
In March 1999, the Accounting Standards Board issued Section 3461 of the CICA Handbook, Employee 
Future Benefits. Under Section 3461, the Company is required to accrue the estimated cost of the 
contractual termination benefits, when it is probable that employees will be entitled to benefits and 
the amount can be reasonably estimated. The Company previously expensed the cost of contractual 
termination benefits, as the events had occurred and were paid by the Company. 


The Company has elected to recognize this change in accounting policy on the immediate basis retroactively 
without restatement of the 2000 figures. The cumulative effect of this accounting change for termination 
benefits is reported as a restatement which decreased the opening balance of retained earnings by 


$2,965,000 as of April 2, 2000. 


3. INFORMATION ON EARNINGS 


(a) Cost of goods sold and operating expenses 
In 2000, the Company received government grants of $347,854 with respect to its research and development 
activities. This amount was charged against the cost of goods sold and operating expenses for the year. 


(b) Financial expenses 


Interest on long-term debt _ 
Amortization of financial expenses 


4. INVENTORIES 


01 
Raw materials ee inca 7,709 
oe eT 22,428 


5. INCOME TAXES 


Income tax expenses are detailed as follows: 


01 
12,098 


(995) 
11,103 
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5. INCOME TAXES (continued) 


The following table reconciles the statutory tax rate with the effective tax rate: 


Combined statutory tax rate 

Manufacturing and processing deduction =: 

Adjustment to future income tax assets and liabilities 
for enacted changes in tax laws and rates 

Other items 

Effective tax rate 


The tax effects of temporary differences that give rise to significant portion of the future tax assets and future 


tax liabilities, in accordance with Note 2a), are as follows: 


01 
Future income tax assets — current: 
Employee future benefits _ 
Future income tax assets — non-current: 2 A a 
U.S. tax losses carried forward Ss ee oe 3,513 
Employee future benefits _ = = 1,437 


1,486 
6,436 


Reserve deductible in future years for tax purposes 
Total future income tax assets — non- current 


- Future incame tax liabilities — non current 2 : i 
Differences between book and tax bases of fixed. assets ea ee - ; 5,925 
Differences between book and tax bases of other assets s 2,124 

Total future income tax liabilities—non-current _ See 8,049 


Net future income tax liability — non-current $ 1,613 


The Company has not recognized a future tax liability for the undistributed earnings of its subsidiaries in 2001 
and prior years because the Company does not expect those unremitted earnings to reverse and become taxable 
to the Company in the foreseeable future. All future tax liability will be recognized when the Company expects 
that it will recover these undistributed earnings in a taxable manner. 


As at March 31, 2001, the Company had losses carry forwards of $7,981,000 from subsidiaires. These losses 


are available to reduce the taxable income of future years and expiring at different dates from 2008 to 2020. 


6. INVESTMENTS 


Shares in companies subject to significant influence, 
voting and participating, at equity value 

Advance to companies subject to significant influence, 

without interest nor repayment terms 


7. FIXED ASSETS 


01 

Accumulated Net book 

Cost depreciation value 

Land ~ s $ 1,624 $ _ 1,624 

Buildings 14,098 3,306 10,792 

Coffee service equipment and vending machines 175,648 89,741 85,907 

Machinery and equipment 28,812 15,259 13,553 
Furniture, computer equipment 

and leasehold improvements 24,104 13,437 10,667 

Automotive equipment 16,829 10,064 6,765 

Construction in progress i 1,884 = 1,884 


$ 262,999 $ 131,807 $ 131,192 
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Accumulated Net book 
Cost depreciation value 


Land : $ =. $ 1,624 
Buildings 2 2,886 — 9,368 
Coffee service e equipment and vending oh 56,202 65,530 
Machinery and equipment 16,526 14,345 
Furniture, computer equipment ee we = oe 

__ and leasehold i improvements ‘ a ae - oe : = 19,804 = - 10,408 9,396 
Automotive e uipment _ oe . 99 6,259" 5,969 


$198,513  $ 92,281 $106,232 


8. OTHER ASSETS 


Goodwill, at amortized cost : = : a $ 125,373 = $ 95,651 
Other assets, ; at amortized cost Roa . eh eae 3,456 | 1,831 
— oo oS $ 128,829 $ 97,482 


9. LONG-TERM DEBT 
01 00 


Revolving bank credit a a es 72,194 Serer 


Mortgage loan, 11.75%, repayable in blended not) installments 
of $18,000 until November 1, 2003, including principal and interest, 


1,637 


_ secured by land and building having a net book value of $5,895,000 

Mortgage loan, 10.88%, repayable in blended monthly installments 

of $15,114 until May 1, 2002, maturing in May 2007, including 

principal and interest, secured by land and building having _ 

a net book value of $1,387,000 818 oe ae 
Due to non-controlling shareholders (US$1,400 ,000), oe interest 

at 12%, maturing on December 31, 2002 ie : 2,207 eh 2035" 
Other i 4,021 RE 
: 80,843 41,164 
Less current portion : s : ne 690. | 663 


$ 80,153 $ 40,501 


(i) As at March 31, 2001, these borrowings were drawn on a bank credit facility of $100 million. The bank 
credit facility is composed of two tranches. The first tranche of $40 million is a one-year revolving facility 
that can be extended on a yearly basis and the second tranche of $60 million is a three-year revolving facility 
that can be extended for two revolving periods of one year. At maturity, the borrowed amounts of the first 
tranche are to be reimbursed in full while the borrowed amounts of the second tranche will be converted 
into a two-year term loan repayable in eight quarterly instalments beginning three months following the 


effective date of the term loan. 


The credit agreement governing this bank credit facility contains certain covenants, among which is the 
obligation to maintain certain financial ratios. The borrowed amounts bear interest at floating rates based 
on Bankers’ Acceptances or the bank prime rate. The bank credit facility is secured by all of the assets 
of Van Houtte Inc. 


In accordance with the terms of various borrowing agreements and given the refinancing activities projected 
by management, the Company will make the following repayments over the next five years: 


2002 $ 690 
2003 ce Area we ie an SOAS. 
2004 : : Ce acca ane 
2005 : 412 
2006 568 
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10. CAPITAL STOCK 


Authorized: Lo 
- Unlimited n number of cauleiple votin hae with, voting sohts ‘ 
of five votes per share, participating: and without par’ ae 
Unlimited number of subordinate voting shares with voting right 
___ of one vote per share, participating and without par value — 
Unlimited number of Classes A and B } preferred pee issuable 
: bali in series, foo te and with ut Pe value : 


“Issued and paid: | SG ae 
5,500,000 roultiplex once aoe 
(5,800,000 shares in 2000) ee 

- 16,103,981 subordinate voting shares 2 
ts 773,099 shares in » 2000) 27.218 


367 


$ 127,585 


(a) Share issue and repurchase - 2001 
On June 15, 2000, as part of a private investment, 150,000 subordinate voting shares were issued for a 
consideration of $3,712,500. Share issue expenses were recorded as a reduction of retained earnings. 


On July 6, 2000, 300,000 multiple voting shares were exchanged for subordinate voting shares. 


On December 7, 2000, as part of a private investment, 78,432 subordinate voting shares were issued for 
a consideration of $2,000,016. Share issue expenses were recorded as a reduction of retained earnings. 


During the year, 263,700 subordinate voting shares were redeemed for a consideration of $2,064,095. 
The excess of the price paid over the average cost of these shares as well as the redemption expenses were 
recorded as a reduction of retained earnings. 


During the year, 66,150 subordinate voting shares were issued upon the exercise of stock options, 
for a consideration of $541,388. 


(b) Share issue and repurchase - 2000 
On May 3, 1999, as part of the consideration paid to acquire a business, 42,373 subordinate voting shares 
were issued for a consideration of $1,200,000. 


On December 24, 1999, part of a private investment, 35,000 subordinate voting shares were issued for 
a consideration of $742,000. Share issue expenses were recorded as a reduction of retained earnings. 


During the year, 182,500 subordinate voting shares were redeemed for a consideration of $3,967,610. 
The excess of the price paid over the average cost of these shares as well as the redemption expenses were 
recorded as a reduction of retained earnings. 


During the year, 53,700 subordinate voting shares were issued upon the exercise of stock options, 
for a consideration of $400,475. 


(c) Stock option plan 
Under a stock option plan, 1,650,000 subordinate voting shares were reserved for certain employees at the 
management level of the Company. The exercise price of each option is determined by the closing trading 
price of the subordinate voting shares on the business day preceding the grant. Each option may be exercised 
during a period not exceeding ten years from the date it was granted. 


The following table provides details regarding changes to outstanding options for the years ended March 31, 
2001 and April 1, 2000: 


01 00 

Weighted Weighted 

average average 

Options exercise price Options exercise price 


Balance at beginning =i“ “<itststti(tstsCd A 1,353,400 8 18.76 
Granted (cancelled) Os 348,267 22.19 (124,199) 2179's 
Exercised (66,150) 8.18 (53,700)  TA6 


Balance at end of year )000 0 08 1,457,618 $ 20.21 . em yeRrin $18.95. 


Vested options at end Of year Lee : 394,150 $ 852 _ae 5,300 ; a + : 8.23 . 
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The following table provides summary information regarding outstanding options as at March 31, 2001: 


Options outstanding Options exercisable 
Range of | Number of outstanding Weighted Weighted Number Weighted 
exercise options as at average years average exercisable average 
prices March 31, 2001 to maturity exercise price March 31, 2001 exercise price 


11. CURRENCY TRANSLATION ADJUSTMENT 
At the beginning of the preceding year, the Company determined that Filterfresh Corporation, a wholly-owned 


subsidiary, previously considered as an integrated foreign operation, has been designated as a self-sustaining 
foreign operation. Consequently, all the assets and liabilities of this operation were translated at the beginning 


of the year at the prevailing exchange rate, resulting in a translation adjustment of $278,000. This translation 
adjustment was recorded under shareholders’ equity. 


Balance at 


12. COMMITMENTS 

The Company rents premises and equipment under operating leases which expire at various dates up to 2013 
and for which gross rents total $19,250,000. Of this amount, a portion of $7,406,000 is assumed by the franchisees 
of the Company. Annual payments under these leases for the next five years are as follows: 


Gross Franchisees Net 


2002 
2003 
2004 
2005 
2006 


13. CONTINGENCIES 
The Company is involved in various lawsuits and claims. Management is of the opinion that the resolution 
of these claims would have no material impact on the Company’s financial position or results. 


14. ADDITIONAL INFORMATION ON CASH FLOWS 


Operating activities: 
Changes in non-cash balances tated to ) operations: 
(Increase) decrease of the Ve bsancen items: LE En 
Accounts receivable = maT (4,961) 
Mnventaries oo as a, (1,540) 


Prepaid expenses ann Ea é SO (2,550) 
(Decrease) increase of the Sadowreas items: ue 

Accounts payable and. accrued liabilities an 7,014 

Income taxes payable (108) 


Working capital acquired ae ni : ony 7,009 
ae 4,864 
Cash payments Di interest and i income e taxes 


Cash interest payments _ eens 3,488 
Cash payments for income taxes " 12,668 


Purchase of fixed assets financed by shane payable 678 
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Liabilities assumed: 


15. BUSINESS ACQUISITIONS 
(a) 2001 


On February 21, 2001, the Company acquired all of the Canadian assets and a part of the USS. assets 
of USREFRESH, a subsidiary of US Office Products Company. The total cost of the transaction paid in 
cash, including expenses, was $39,635,000. 


During the year, the company also acquired certain assets and working capital of coffee service businesses 
for a total cash consideration of $9,797,000. Moreover, an amount of $1,200,000 was paid in cash for the 
acquisition of Gold Cup Coffee Company Ltd. for which the purchase agreement allows for the purchase 
price to be increased subject to a maximum, cumulative earn-out provision of $5,327,000 by the end of fiscal 
year from 1999 to 2001, based on a pre-determined formula at the time of the acquisition. This amount 
was recorded as goodwill. 


Finally, the Company sold during the year some branches related mainly to the conduct of vending 
businesses in Ontario and the Maritimes for a cash amount of $1,137,000. 


(b) 2000 


During the preceding year, the Company acquired all of the assets of Gérard Van Houtte Inc. as well as 
the assets and working capital of other coffee service businesses for a total consideration of $23,790,000. 
Of this amount, an amount of $1,200,000 was paid by the issuance of 42,373 subordinate voting shares with 
a balance for a cash consideration of $22,590,000. Moreover, an amount of $309,000 was paid in cash for the 
acquisition of Gold Cup Coffee Company Ltd. for which the purchase agreement allows for the purchase 
price to be increased subject to a maximum, cumulative earn-out provision of $5,327,000 by the end of fiscal 
year from 1999 to 2001, based on a pre-determined formula at the time of the acquisition. This amount 
was recorded as goodwill. 


The acquisitions are summarized as follows: 


00 


Assets acquired: = = = = a eee 
Non-cash operating working capital zs = ee $ 7,009 $ 1,499 
Investments = = : = : 1,121 foe 2,926 
Fixed assets ee é = =S 14,082 4,799 
Other assets _ = Ze ee 125 302 
Goodwill : : - Se 27,896 fe CKOG 


$ 50,233 GRReereet 


Cash deficiency ee ao 499 
Deferred income taxes : ae a 7) 
Long-term debt : : S — eae 397 : 648 

ee a i236 


Non-controlling interest _ | 2 (23) 204 


Net assets acquired at fair value = $ 49,859 $- 24,099 


Consideration: : 
Cash $ 49,495 $ 22,899 


Subordinate voting shares = 1,200 
$ 49,495 [RMSE 


16. FINANCIAL INSTRUMENTS 
(a) Foreign exchange risk 


The Company makes some of its purchases in US dollars and enters into various types of foreign exchange 
forward contracts in order to manage its foreign exchange risk. The Company does not hold nor issue such 
financial instruments for trading purposes. As at March 31, 2001 and April 1, 2000, the amount of these 
contracts was not significant and their fair value approximated their book value. 


The Company does not foresee any failure by the counter-parties to these contracts as they are financially- 
sound Canadian banks. 


(b) Credit risk 


The Company does not have a significant exposure to any individual customer nor counter-party. The 
Company reviews a new customer's credit history before extending credit and conducts regular reviews 
of its existing customers’ credit performance. An allowance for doubtful accounts is established based upon 
factors such as the credit risk for specific customers, historical trends and other information. 
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(c) Fair value of financial instruments 
The carrying value of cash, accounts receivable, accounts payable and accrued liabilities approximates their 
fair value because of the near-term maturity of these instruments. The carrying value of the revolving term 
loan and other debt approximates its fair value, as the interest rates vary based on market rate. The fair value 
of mortgage loans and of the amount due to non-controlling shareholders, calculated at the value of 
contractual future payments of principal and interest, discounted at the current market rate of interest 
available to the Company for the same type of debt instrument, is $5,070,101 (2000 - $5,036,702). 


17.SEGMENTED INFORMATION 

Business segments are classified as follows: 

a) Manufacturing of single-cup brewing equipment, roasting and marketing of coffee; 

b) Coffee services. 

Segment income includes income from sales to third parties and inter-segment sales. These sales are accounted 
for at prevailing market prices. 


00 
BUSINESS SEGMENTS _ 
Revenues: = 2S see 
Manufacturing and marketing = $ 129,036 $ 110,477 
_ Coffee service : Soe = 191,881 170,315 


Intersegment_ oS = (41,744) (30,440) 
: a $ 279,173 $ 250,352 


Operating earnings before depreciation and amortization 


_ and financial expenses: = 
Manufacturing and marketing 27,365 $ 23,995 
Coffee service 38,166 33,800 
= 65,531 57,795 
_ General corporate expenses (2,241) (1,935) 
- ; 63,290 $ 55,860 
Assets: 
: Manufacturing and marketing $ 104,227 $ 95,609 
Coffee service 245,017 187,833 
Intersezgment ; (14,978) (14,154) 


$ 334,266 $ 269,288 


Additions to fixed assets: 
Manufacturing and marketing 
Coffee service 


$ 3,331 
20,348 
$ 23,679 


Depreciation and amortization: ; 
Manufacturing and marketing 6,460 $ 5,811 
Coffee service 20,242 17,161 

26,702 $ 22,972 


GEOGRAPHIC SEGMENTS 

Revenues generated by operations: 
Canada $ 210,211 $ 198,713 
United States 65,822 49,065 
Other countries 3,140 2,574 
$ 279,173 $ 250,352 


Capital assets 
Canada $ 98,052 $ 86,671 
United States 33,140 19,561 
$ 131,192 $ 106,232 
18. COMPARATIVE FIGURES 


Certain comparative figures have been reclassified to conform with the financial statement presentation adopted 


in the current year. 
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Financial highlights 


(In thousands of dollars except per share data) 


Compound 
Annual 
Growth 


March 29, 1997 
$170,717 — 


March 30, 1996 
$ 164 102 


Fiscal years ended March 31, 2001 il 1, il 3, March 28, 1998 
Operating revenues — - $ 279,173 - s 234 614 co ; ey 


EBITDA oe 63,290 fae 55 so  ®, 002 again ser 1402 15.0 


Netearnings = A ‘18,971 BO 15952 9 10331 
Pu dino a 1.00 elo eS = 0.68 — : 2 0.54 — 


Cash Flow from operations = MMAR = 42,437 37,449 «30,512 25,056 22 
Fully diluted per share o 2.17 @ 1 ee ) ee - 


Dividend per share ee - 0.18 | 0.16 : : 10 00 s . E — : 17.6 


Average number of shares ‘ iG Ce es 
outstanding (thousands) 21,590 & 5645 21,6: : 16541 — a ee 


Purchase of Bxed assets. oo 33,241 7 6 > of 9,8: os $1 | Ae - . = 
Business acquisitions - ss 49,495 | 


Van Houtte systemwide sales — a 406,212 


Segmented revenue, 
fiscal 2001 


Segmented revenue, 


Coffee services 95 corporate and franchised branches in all fiscal 2001 
the Canadian provinces and in 28 U.S. states. 


_ Largest coffee service organization 


in North America. 


Pioneer and leader in single-cup brewing 


technology. 
Over 35,600 single-cup brewers installed. 
Over 2,000,000 people served every day. 
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Stock Information 

(July 19, 2001) 

Initial public offering: 

August 1987 ($2.50*) 

Number of shares outstanding: 
5,300,000 multiple voting shares 
16,411,981 subordinate shares 

High/low for last 12 months: $31.25 / $21.25 

Trading volume: 4,348,717 

* Reflects 1997 stock-split. 


Van Houtte’s Annual Meeting 

of Shareholders 

will be held on September 6, 2001 at 11:00 a.m. 
at the Hotel Omni Mont-Royal, 

Saisons A Room, 

1050 Sherbrooke Street West, 

Montreal, Quebec. 


The Company’s Annual Information Form 
for the fiscal year ended March 31, 2001 
will be available at Head Office 

as of August 17, 2001. 


Ce rapport annuel est également disponible en frangats. 
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